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or account was held during the year or 
whether, in fact, any notice of inten-
tion to withdraw is given during the 
year. However, if in the taxable year of 
withdrawal the depositor or account 
holder receives a lower rate of earnings 
because he failed to give the required 
notice of intention to withdraw, he 
shall be allowed an ordinary loss in 
such taxable year in an amount equal 
to the difference between the amount 
of earnings previously included in gross 
income and the amount of earnings ac-
tually received. See section 165 and the 
regulations thereunder. 

(b) Examples of constructive receipt. 
Amounts payable with respect to inter-
est coupons which have matured and 
are payable but which have not been 
cashed are constructively received in 
the taxable year during which the cou-
pons mature, unless it can be shown 
that there are no funds available for 
payment of the interest during such 
year. Dividends on corporate stock are 
constructively received when 
unqualifiedly made subject to the de-
mand of the shareholder. However, if a 
dividend is declared payable on Decem-
ber 31 and the corporation followed its 
usual practice of paying the dividends 
by checks mailed so that the share-
holders would not receive them until 
January of the following year, such 
dividends are not considered to have 
been constructively received in Decem-
ber. Generally, the amount of dividends 
or interest credited on savings bank de-
posits or to shareholders of organiza-
tions such as building and loan associa-
tions or cooperative banks is income to 
the depositors or shareholders for the 
taxable year when credited. However, if 
any portion of such dividends or inter-
est is not subject to withdrawal at the 
time credited, such portion is not con-
structively received and does not con-
stitute income to the depositor or 
shareholder until the taxable year in 
which the portion first may be with-
drawn. Accordingly, if, under a bonus 
or forfeiture plan, a portion of the divi-
dends or interest is accumulated and 
may not be withdrawn until the matu-
rity of the plan, the crediting of such 
portion to the account of the share-
holder or depositor does not constitute 
constructive receipt. In this case, such 
credited portion is income to the de-

positor or shareholder in the year in 
which the plan matures. However, in 
the case of certain deposits made after 
December 31, 1970, in banks, domestic 
building and loan associations, and 
similar financial institutions, the rat-
able inclusion rules of section 1232(a)(3) 
apply. See § 1.1232–3A. Accrued interest 
on unwithdrawn insurance policy divi-
dends is gross income to the taxpayer 
for the first taxable year during which 
such interest may be withdrawn by 
him. 

[T.D. 6723, 29 FR 5342, Apr. 21, 1964; as amend-
ed by T.D. 7154, 36 FR 24997, Dec. 28, 1971; 
T.D. 7663, 44 FR 76782, Dec. 28, 1979]

§ 1.451–4 Accounting for redemption of 
trading stamps and coupons. 

(a) In general—(1) Subtraction from re-
ceipts. If an accrual method taxpayer 
issues trading stamps or premium cou-
pons with sales, or an accrual method 
taxpayer is engaged in the business of 
selling trading stamps or premium cou-
pons, and such stamps or coupons are 
redeemable by such taxpayer in mer-
chandise, cash, or other property, the 
taxpayer should, in computing the in-
come from such sales, subtract from 
gross receipts with respect to sales of 
such stamps or coupons (or from gross 
receipts with respect to sales with 
which trading stamps or coupons are 
issued) an amount equal to— 

(i) The cost to the taxpayer of mer-
chandise, cash, and other property used 
for redemptions in the taxable year, 

(ii) Plus the net addition to the pro-
vision for future redemptions during 
the taxable year (or less the net sub-
traction from the provision for future 
redemptions during the taxable year). 

(2) Trading stamp companies. For pur-
poses of this section, a taxpayer will be 
considered as being in the business of 
selling trading stamps or premium cou-
pons if— 

(i) The trading stamps or premium 
coupons sold by him are issued by pur-
chasers to promote the sale of their 
merchandise or services, 

(ii) The principal activity of the 
trade or business is the sale of such 
stamps or coupons, 

(iii) Such stamps or coupons are re-
deemable by the taxpayer for a period 
of at least 1 year from the date of sale, 
and 
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(iv) Based on his overall experience, 
it is estimated that not more than two-
thirds of the stamps or coupons sold 
which it is estimated, pursuant to 
paragraph (c) of this section, will be ul-
timately redeemed, will be redeemed 
within 6 months of the date of sale. 

(b) Computation of the net addition to 
or subtraction from the provision for fu-
ture redemptions—(1) Determination of 
the provision for future redemptions. (i) 
The provision for future redemptions 
as of the end of a taxable year is com-
puted by multiplying ‘‘estimated fu-
ture redemptions’’ (as defined in sub-
division (ii) of this subparagraph) by 
the estimated average cost of redeem-
ing each trading stamp or coupon 
(computed in accordance with subdivi-
sion (iii) of this subparagraph). 

(ii) For purposes of this section, the 
term ‘‘estimated future redemptions’’ 
as of the end of a taxable year means 
the number of trading stamps or cou-
pons outstanding as of the end of such 
year that it is reasonably estimated 
will ultimately be presented for re-
demption. Such estimate shall be de-
termined in accordance with the rules 
contained in paragraph (c) of this sec-
tion. 

(iii) For purposes of this section, the 
estimated average cost of redeeming 
each trading stamp or coupon shall be 
computed by including only the costs 
to the taxpayer of acquiring the mer-
chandise, cash, or other property need-
ed to redeem such stamps or coupons. 
The term ‘‘the costs to the taxpayer of 
acquiring the merchandise, cash, or 
other property needed to redeem such 
stamps or coupons’’ includes only the 
price charged by the seller (less trade 
or other discounts, except strictly cash 
discounts approximating a fair interest 
rate, which may be deducted or not at 
the option of the taxpayer provided a 
consistent course is followed) plus 
transportation or other necessary 
charges in acquiring possession of the 
goods. Items such as the costs of adver-
tising, catalogs, operating redemption 
centers, transporting merchandise or 
other property from a central ware-
house to a branch warehouse (or from a 
warehouse to a redemption center), and 
storing the merchandise or other prop-
erty used to redeem stamps or coupons 
should not be included in costs of re-

deeming stamps or premium coupons, 
but rather should be accounted for in 
accordance with the provisions of sec-
tions 162 and 263. 

(2) Changes in provision for future re-
demptions. For purposes of this section, 
a ‘‘net addition to’’ or ‘‘net subtraction 
from’’ the provision for future redemp-
tions for a taxable year is computed as 
follows: 

(i) Carry over the provision for future 
redemptions (if any) as of the end of 
the preceding taxable year, 

(ii) Compute the provision for future 
redemptions as of the end of the tax-
able year in accordance with subpara-
graph (1) of this paragraph, and 

(iii) If the amount referred to in sub-
division (ii) of this subparagraph ex-
ceeds the amount referred to in sub-
division (i) of this subparagraph, such 
excess is the net addition to the provi-
sion for future redemptions for the tax-
able year. On the other hand, if the 
amount referred to in such subdivision 
(i) exceeds the amount referred to in 
such subdivision (ii), such excess is the 
net subtraction from the provision for 
future redemptions for the taxable 
year. 

(3) Example. The provisions of this 
paragraph and paragraph (a)(1) of this 
section may be illustrated by the fol-
lowing example:

Example. (a) X Company, a calendar year 
accrual method taxpayer, is engaged in the 
business of selling trading stamps to mer-
chants. In 1971, its first year of operation, X 
sells 10 million stamps at $5 per 1,000; it re-
deems 3 million stamps for merchandise and 
cash of an average value of $3 per 1,000 
stamps. At the end of 1971 it is estimated 
(pursuant to paragraph (c) of this section) 
that a total of 9 million stamps of the 10 mil-
lion stamps issued in 1971 will eventually be 
presented for redemption. At this time it is 
estimated that the average cost of redeem-
ing stamps (as described in subparagraph 
(1)(iii) of this paragraph) would continue to 
be $3 per 1,000 stamps. Under these cir-
cumstances, X computes its gross income 
from sales of trading stamps as follows:
Gross receipts from sales (10 million 

stamps at $5 per 1,000) ..................... .............. $50,000 
Less: 

Cost of actual redemptions (3 mil-
lion stamps at $3 per 1,000) ....... $9,000 ..............

Provision for future redemptions on 
December 31, 1971 (9 million 
stamps — 3 million stamps × $3 
per 1,000) .................................... 18,000 ..............
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27,000

1971 gross income from sales of 
stamps ................................................ 23,000

(b) In 1972, X also sells 10 million stamps at 
$5 per 1,000 stamps. During 1972 X redeems 7 
million stamps at an average cost of $3.01 per 
1,000 stamps. At the end of 1972 it is deter-
mined that the estimated future redemptions 
(within the meaning of subparagraph (1)(ii) 
of this paragraph) is 8 million. It is further 
determined that the estimated average cost 
of redeeming stamps would continue to be 
$3.01 per 1,000 stamps. X thus computes its 
gross income from sales of trading stamps 
for 1972 as follows:
Gross receipts from sales (10 million stamps at $5 

per 1,000) ............................................................. $50,000 
Less: 

Cost of actual redemptions (7 mil-
lion stamps at $3.01 per 1,000) .. $21,070

Plus: 
Provision for future redemptions on 

Dec. 31, 1972 (8 million stamps 
at $3.01 per 1,000) ..................... 24,080

Minus provision for future redemptions 
on Dec. 31, 1971 ............................... 18,000

Addition to provision for future redemp-
tions .................................................... 6,080

Total cost of redemptions ............................. 27,150

1972 Gross income from sales of 
stamps ................................................ .............. 22,850

(c) Estimated future redemptions—(1) In 
general. A taxpayer may use any meth-
od of determining the estimated future 
redemptions as of the end of a year so 
long as— 

(i) Such method results in a reason-
ably accurate estimate of the stamps 
or coupons outstanding at the end of 
such year that will ultimately be pre-
sented for redemption, 

(ii) Such method is used consistently, 
and 

(iii) Such taxpayer complies with the 
requirements of this paragraph and 
paragraphs (d) and (e) of this section. 

(2) Utilization of prior redemption expe-
rience. Normally, the estimated future 
redemptions of a taxpayer shall be de-
termined on the basis of such tax-
payer’s prior redemption experience. 
However, if the taxpayer does not have 
sufficient redemption experience to 
make a reasonable determination of 
his ‘‘estimated future redemptions,’’ or 
if because of a change in his mode of 
operation or other relevant factors the 
determination cannot reasonably be 
made completely on the basis of the 
taxpayer’s own experience, the experi-
ences of similarly situated taxpayers 

may be used to establish an experience 
factor. 

(3) One method of determining estimated 
future redemptions. One permissible 
method of determining the estimated 
future redemptions as of the end of the 
current taxable year is as follows: 

(i) Estimate for each preceding tax-
able year and the current taxable year 
the number of trading stamps or cou-
pons issued for each such year which 
will ultimately be presented for re-
demption. 

(ii) Determine the sum of the esti-
mates under subdivision (i) of this sub-
paragraph for each taxable year prior 
to and including the current taxable 
year. 

(iii) The difference between the sum 
determined under subdivision (ii) of 
this subparagraph and the total num-
ber of trading stamps or coupons which 
have already been presented for re-
demption is the estimated future re-
demptions as of the end of the current 
taxable year. 

(4) Determination of an ‘‘estimated re-
demption percentage.’’ For purposes of 
applying subparagraph (3)(i) of this 
paragraph, one permissible method of 
estimating the number of trading 
stamps or coupons issued for a taxable 
year that will ultimately be presented 
for redemption is to multiply such 
number of stamps issued for such year 
by an ‘‘estimated redemption percent-
age.’’ For purposes of this section the 
term ‘‘estimated redemption percent-
age’’ for a taxable year means a frac-
tion, the numerator of which is the 
number of trading stamps or coupons 
issued during a taxable year that it is 
reasonably estimated will ultimately 
be redeemed, and the denominator of 
which is the number of trading stamps 
or coupons issued during such year. 
Consequently, the product of such per-
centage and the number of stamps 
issued for such year equals the number 
of trading stamps or coupons issued for 
such year that it is estimated will ulti-
mately be redeemed. 

(5) Five-year rule. (i) One permissible 
method of determining the ‘‘estimated 
redemption percentage’’ for a taxable 
year is to— 

(a) Determine the percentage which 
the total number of stamps or coupons 
redeemed in the taxable year and the 4 
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preceding taxable years is of the total 
number of stamps or coupons issued or 
sold in such 5 years; and 

(b) Multiply such percentage by an 
appropriate growth factor as deter-
mined pursuant to guidelines published 
by the Commissioner. 

(ii) If a taxpayer uses the method de-
scribed in subdivision (i) of this sub-
paragraph for a taxable year, it will 
normally be presumed that such tax-
payer’s ‘‘estimated redemption per-
centage’’ is reasonably accurate. 

(6) Other methods of determining esti-
mated future redemptions. (i) If a tax-
payer uses a method of determining his 
‘‘estimated future redemptions’’ (other 
than a method which applies the 5-year 
rule as described in subparagraph (5)(i) 
of this paragraph) such as a probability 
sampling technique, the appropriate-
ness of the method (including the ap-
propriateness of the sampling tech-
nique, if any) and the accuracy and re-
liability of the results obtained must, 
if requested, be demonstrated to the 
satisfaction of the district director. 

(ii) No inference shall be drawn from 
subdivision (i) of this subparagraph 
that the use of any method to which 
such subdivision applies is less accept-
able than the method described in sub-
paragraph (5)(i) of this paragraph. 
Therefore, certain probability sam-
pling techniques used in determining 
estimated future redemptions may re-
sult in reasonably accurate and reli-
able estimates. Such a sampling tech-
nique will be considered appropriate if 
the sample is— 

(a) Taken in accordance with sound 
statistical sampling principles, 

(b) In accordance with such prin-
ciples, sufficiently broad to produce a 
reasonably accurate result, and 

(c) Taken with sufficient frequency 
as to produce a reasonably accurate re-
sult. 
In addition, if the sampling technique 
is appropriate, the results obtained 
therefrom in determining estimated fu-
ture redemptions will be considered ac-
curate and reliable if the evaluation of 
such results is consistent with sound 
statistical principles. Ordinarily, 
samplings and recomputations of the 
estimated future redemptions will be 
required annually. However, the facts 
and circumstances in a particular case 

may justify such a recomputation 
being taken less frequently than annu-
ally. In addition, the Commissioner 
may prescribe procedures indicating 
that samples made to update the re-
sults of a sample of stamps redeemed in 
a prior year need not be the same size 
as the sample of such prior year. 

(d) Consistency with financial 
reporting—(1) Estimated future redemp-
tions. For taxable years beginning after 
August 22, 1972, the estimated future 
redemptions must be no greater than 
the estimate that the taxpayer uses for 
purposes of all reports (including con-
solidated financial statements) to 
shareholders, partners, beneficiaries, 
other proprietors, and for credit pur-
poses. 

(2) Average cost of redeeming stamps. 
For taxable years beginning after Au-
gust 22, 1972, the estimated average 
cost of redeeming each stamp or cou-
pon must be no greater than the aver-
age cost of redeeming each stamp or 
coupon (computed in accordance with 
paragraph (b)(1)(iii) of this section) 
that the taxpayer uses for purposes of 
all reports (including consolidated fi-
nancial statements) to shareholders, 
partners, beneficiaries, other propri-
etors, and for credit purposes. 

(e) Information to be furnished with 
return—(1) In general. For taxable years 
beginning after August 22, 1972, a tax-
payer described in paragraph (a) of this 
section who uses a method of deter-
mining the ‘‘estimated future redemp-
tions’’ other than that described in 
paragraph (c)(5)(i) of this section shall 
file a statement with his return show-
ing such information as is necessary to 
establish the correctness of the amount 
subtracted from gross receipts in the 
taxable year. 

(2) Taxpayers using the 5-year rule. If a 
taxpayer uses the method of deter-
mining estimated future redemptions 
described in paragraph (c)(5)(i) of this 
section, he shall file a statement with 
his return showing, with respect to the 
taxable year and the 4 preceding tax-
able years— 

(i) The total number of stamps or 
coupons issued or sold during each 
year, and 

(ii) The total number of stamps or 
coupons redeemed in each such year. 
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(3) Trading stamp companies. In addi-
tion to the information required by 
subparagraph (1) or (2) of this para-
graph, a taxpayer engaged in the trade 
or business of selling trading stamps or 
premium coupons shall include with 
the statement described in subpara-
graph (1) or (2) of this paragraph such 
information as may be necessary to 
satisfy the requirements of paragraph 
(a)(2)(iv) of this section. 

[T.D. 7201, 37 FR 16911, Aug. 23, 1972, as 
amended by T.D. 7201, 37 FR 18617, Sept. 14, 
1972]

§ 1.451–5 Advance payments for goods 
and long-term contracts. 

(a) Advance payment defined. (1) For 
purposes of this section, the term ‘‘ad-
vance payment’’ means any amount 
which is received in a taxable year by 
a taxpayer using an accrual method of 
accounting for purchases and sales or a 
long-term contract method of account-
ing (described in § 1.451–3), pursuant to, 
and to be applied against, an agree-
ment: 

(i) For the sale or other disposition 
in a future taxable year of goods held 
by the taxpayer primarily for sale to 
customers in the ordinary course of his 
trade or business, or 

(ii) For the building, installing, con-
structing or manufacturing by the tax-
payer of items where the agreement is 
not completed within such taxable 
year. 

(2) For purposes of subparagraph (1) 
of this paragraph: 

(i) The term ‘‘agreement’’ includes 
(a) a gift certificate that can be re-
deemed for goods, and (b) an agreement 
which obligates a taxpayer to perform 
activities described in subparagraph 
(1)(i) or (ii) of this paragraph and which 
also contains an obligation to perform 
services that are to be performed as an 
integral part of such activities; and 

(ii) Amounts due and payable are 
considered ‘‘received’’. 

(3) If a taypayer (described in sub-
paragraph (1) of this paragraph) re-
ceives an amount pursuant to, and to 
be applied against, an agreement that 
not only obligates the taxpayer to per-
form the activities described in sub-
paragraph (1) (i) and (ii) of this para-
graph, but also obligates the taxpayer 
to perform services that are not to be 

performed as an integral part of such 
activities, such amount will be treated 
as an ‘‘advance payment’’ (as defined in 
subparagraph (1) of this paragraph) 
only to the extent such amount is 
properly allocable to the obligation to 
perform the activities described in sub-
paragraph (1) (i) and (ii) of this para-
graph. The portion of the amount not 
so allocable will not be considered an 
‘‘advance payment’’ to which this sec-
tion applies. If, however, the amount 
not so allocable is less than 5 percent 
of the total contract price, such 
amount will be treated as so allocable 
except that such treatment cannot re-
sult in delaying the time at which the 
taxpayer would otherwise accrue the 
amounts attributable to the activities 
described in subparagraph (1) (i) and 
(ii) of this paragraph. 

(b) Taxable year of inclusion—(1) In 
general. Advance payments must be in-
cluded in income either— 

(i) In the taxable year of receipt; or 
(ii) Except as provided in paragraph 

(c) of this section. 
(a) In the taxable year in which prop-

erly accruable under the taxpayer’s 
method of accounting for tax purposes 
if such method results in including ad-
vance payments in gross receipts no 
later than the time such advance pay-
ments are included in gross receipts for 
purposes of all of his reports (including 
consolidated financial statements) to 
shareholders, partners, beneficiaries, 
other proprietors, and for credit pur-
poses, or 

(b) If the taxpayer’s method of ac-
counting for purposes of such reports 
results in advance payments (or any 
portion of such payments) being in-
cluded in gross receipts earlier than for 
tax purposes, in the taxable year in 
which includible in gross receipts pur-
suant to his method of accounting for 
purposes of such reports. 

(2) Examples. This paragraph may be 
illustrated by the following examples:

Example (1). S, a retailer who uses for tax 
purposes and for purposes of the reports re-
ferred to in subparagraph (1)(ii)(a) of this 
paragraph, an accrual method of accounting 
under which it accounts for its sales of goods 
when the goods are shipped, receives advance 
payments for such goods. Such advance pay-
ments must be included in gross receipts for 
tax purposes either in the taxable year the 
payments are received or in the taxable year 
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